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answered. If this factor is so crucial, why 
did national income decline only imper- 
ceptibly in 1927 as compared with 1926 
in spite of the fact that the effective un- 
derspending of individuals increased by 
50 percent? Total underspending also in- 
creased by almost one-half billion dollars 
in 1927 as compared with 1926. Further- 
more, why did national income in 1925 
exceed that of 1927, since total under- 
spending (underspending of individuals 
minus overspending of corporations) was 
higher in 1928, increasing from 0.67 to 
1.25 billions.*4 Likewise, why did busi- 
ness activity decline so precipitously 
from 1931 through 1933 in spite of the 
fact that the underspending of individ- 
uals and total underspending fell sharp- 
ly?4> Finally, why did business activity 
maintain a sharp upward trend in the 
1935-37 period in spite of the fact that 
the underspending of individuals in- 
creased by more than three billion 
dollars in 1936 as compared with 1935 
and even though total underspending 
also increased noticeably in 1936 over 
1935°%° 

Fulcher’s inquiry sheds some light on 
another point. It will be recalled that 
Lord Keynes argues that the propensity 
to consume is likely to fall in the early 
stages of a cyclical downswing, thus 
aggravating the deflationary movement. 
Fulcher’s data indicate that during 1930 


44 Tbid. 
48 [bid. 


46 Tbid. Preliminary Department of Commerce 
data also suggest the same questions. That is, in 
the 1933-37 period national income rose fairly 
steadily. Yet from 1933 through 1936 the savings 
of individuals apparently increased percentagewise. 
Furthermore, individuals saved approximately the 
same percentage of their incomes in the crisis vear 
1937 as they did in 1936, when business maintained 
its steady upward trend. Cf. Milton Gilbert and 
R. G. Bangs, “Preliminary Estimates of Gross 


National Product, 1929-41,” Survey of Current 


Business, XXII (1942), 9-13. 
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and 1931 the effective underspending of 
individuals increased steadily. Ina strict 
interpretation of underconsumption the- 
ory we should have expected an opposite 
trend, since this was the period of most 
rapid decline in incomes. Thus Keynes 
does seem to have some empirical sup 
port for his contention that a fall in the 
propensity to consume tends (during 
some cycles, at least) to aggravate the 
deflationary movement once that trend 
has started. Fulcher notes a character- 
istic of recession years which might in 
part be responsible for the fall in the pro- 
pensity to consume on a cyclical down- 
swing. Although, in folo, corporations 
“overspent”’ in the depression years of 
the thirties, there was a relative shift in 
this spending in favor of dividend pay- 
ments as compared with capital expend- 
itures. Since on the whole dividend re- 
ceivers have a larger propensity to save 
than have recipients of capital expendi- 
tures, the net effect may be to increase 
the propensity to save in years of de- 
clining activity.‘ 

Fulcher’s data also indicate that sav- 
ings of individuals were fairly substantial 
in the thirties. In the light of empirical 
studies by Professor King and Imbre 
de Vegh this condition seems on first 
glance rather puzzling. King and Vegh 
have endeavored to show empirically 
that the heavy progressive taxation of 
the thirties reduced the hoarding of indi- 
viduals in higher income brackets to 
nil.4* Vegh argues that, because of this 
taxation, the marginal propensity to 
save of “‘high”’ income receivers in this 
period may have been lower than the 

47 Fulcher, “Annual Saving and Underspending 
by Individuals, 1926-1937,” op. cit., pp. 38-39. 


48 W. I. King, ‘““What Has Happened to the In- 
vestor Class?” Trusts and Estates, January, 1943, 
p. 75, and Imbre de Vegh, “Savings, Investment, 
and Consumption,” American Economic Review 
Supplement, XXXI (1941), 236-47. 
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marginal propensity to save of many 
“low” and “middle” income receivers. 
He maintains that, in contrast to former 
decades, most of the savings of the thir- 
tics came from those with incomes be 
low five thousand dollars 
siders it possible that a relatively low 


He also con 


marginal propensity to consume of low 
income receivers may have played a part 
in explaining why economic activity did 
not attain higher levels in the thirties.” 
This writer is inclined to be rather skep- 
tical particularly of Vegh’s final thesis. 
until further study along these lines has 
been made. Yet, his work seems to have 
been carefully thought through, and it 
deserves sober consideration, especially 
since no more plausible explanation has 
been made of why savings of individuals 
were as substantial in the thirties as in 
prior decades in spite of the reduced abil- 
ity of high income receivers to save as a 
consequence of the much steeper pro- 
gressive taxation. 


CONCLUSIONS 


The objective of this paper has not 
been to demonstrate propositions but to 
raise issues and to bring together many 
of the deductive and inductive aspects of 
this much-discussed phase of economic 
theory. The truth of the matter is that 
empirical knowledge in this field is so 
meager and conflicting that on no phase 
of the subject can any but tentative con- 
clusions be drawn. 

The following represent this writer’s 
most important conclusions. Keynes is 
right in arguing that the same factors do 


49 Vegh, op. cit., pp. 240-41. 


not determine the propensity to save and 
the inducement to invest and that mal- 
adjustments between the two may con 
ceivably develop This writer un 
convinced, however, that such inequal 
ities have actually played an impertant 
part in explaining past economic fluctua 
that they the 

future. Tle aleo is doubtful 
if such maladjustments do arise, 


tions of will arise in 
discernible 
that 
they will be corrected in the automat 
fashion that 

that they will. 

Keynes's fundamental psychological 
law, as he interprets it, has little rek 
vance to the savings-investment con 
troversy. Neither the Brookings data nor 
any other data familiar to this writer 
demonstrate convincingly that there has 
been a secular tendency for the propen- 
sity to save to increase. 

There are many theoretica] reasons 
which make it seem extremely unlikely 
that maladjustments between the pro- 
pensity to save and the inducement to 
invest play an important part in initiat- 
ing cyclical downturns. Available empir- 
ical data are too meager and conflicting 
to shed much light on the validity and 
especially on the quantitative signifi- 
cance of these arguments. 

Two conclusions seem to have tenta- 
tive support, both deductively and in- 
ductively: (1) A decline in the pro- 
pensity to consume may serve as an 
aggravating deflationary force once the 
initial downturn has occurred. (2) It 
seems very unlikely that an excessive 
propensity of high income receivers to 
save played any part in causing the eco- 
nomic stagnation of the thirties. 
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CONSUMER CREDIT CHARGES AFTER THE WAR 


WILLIAM TRUFANT FOSTER* 


ow that we are post-war-plan- 
N ning everything else, perhaps we 

should see what, if anything, can 
be done about the agencies which have 
grown up, Topsy-like, in the field of 
consumer credit. Some of them have 
outgrown their rompers and have noth- 
ing else to wear. When the first World 
War came, they were infants. When 
the second World War got under way, 
they were in the process of collecting 
from consumers about ten billion dol- 
lars. That is ten thousand million 
dollars: a lot of money even in these 
days! As part of our post-war planning, 
we may well ask to what extent these 
agencies serve the interests of those who 
pay the bills. 

A myriad of the blueprints for a better 
world are designed for one end: the wel- 
fare of the individual. Secondary to 
that end, as they should be, are the in- 
terests of industry and all the divisions 
and subdivisions thereof. In the midst 
of world upheaval we are trying to 
muster enough courage to do many 
things for consumers which, in the 
easygoing decades, we were prevented 
from doing by the energy of profit-seek- 
ing groups and the inertia of the rest of 
us. Daily the planners are warning 
business that they intend to give post- 
war sanction only to those practices 
which benefit all of us as consumers. 


WILL “EASY PAYMENTS” BE 
ANY EASIER? 


Does this mean anything to instal- 
ment sellers? Already most of them are 


*Dr. Foster is president of the Pollak Founda- 
tion for Economic Research. 


doing a lot to guard unwary buyers 
against their favorite follies. It is the 
dollar-down men with the highest ethics, 
however, who are the first to admit that 
the sharp practices of their chiseling 
brethren are bad, not only for the con- 
sumer but also for business. Yet upon 
such practices nine states out of ten 
exercise only the feeblest legal restraint. 

The chiseling minority have a bag 
full of tricks. For security they demand 
too much and for insurance they charge 
too much. Their contracts—crowded 
with legal jargon in fine print—are de- 
signed solely for their own protection. 
They put the buyer under pressure to 
sign quickly; and at their leisure they 
fill in the blanks to suit themselves. 
They induce the unwary housewife to 
sign a “receipt” for a radio on “free 
trial,” a receipt which turns out to be a 
binding sales contract. They sell on 
time a parlor set which is certainly a 
bargain, but they deliver something 
else. By means of unfair contracts they 
seize goods which the duped buyer has 
paid for in full. When payments are 
late on a car, they seize the car, often 
without notice to the buyer, and sell the 
car at a fake auction, thus cheating the 
buyer out of his equity in the car. In 
nearly every such case the buyer is 
helpless. He cannot afford to take his 
case to court; and, even if he could, often 
he would find the law on the side of the 
seller. Under such conditions the only 
reason why most of the buyers are fairly 
treated is that most of the sellers are 
fair men. 

No one can tell what the post-war 
planners will do if they are turned loose. 
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It is a safe bet, however, that they will 
do something about a business, running 
annually into billions, which sets so 
many traps for honest consumers and 
casts so much undeserved odium on 
honest dealers. 


WILL MONEYLENDERS MEND 
THEIR WAYS? 


In another branch of consumer cred- 
it—small cash loans—there has been 
much legislation, designed from the out- 
set to protect the consumer. 

For centuries men in dire need were 
fooled, gouged, and hounded by unreg- 
ulated lenders. The victims were de- 
ceived as to costs, saddled with extra 
charges, required to pay excessive rates 
for insurance, inveigled into signing 
papers before the blanks had been filled 
in, and denied copies of the papers. 
Many who could not pay on time were 
tortured mentally, garnisheed out of 
their jobs, or even beaten up by thugs. 
Each lender, in devising ways of exact- 
ing his pound of flesh, seemed more 
avaricious and more ingenious than the 
others. Such usury laws as there were 
played into the hands of the loan 
sharks. 

Then, as a result of the industrial 
revolution, increasing numbers of men 
and women found themselves dependent 
on their wages and reduced in emergen- 
cies to a single source of aid—the 
lenders of money. So the volume of 
loans increased rapidly. Also the suffer- 
ings of the victims, for the usury laws 
continued to give them virtually no 
protection at all. 


WILL THERE BE HELP FOR THE WEAK 
IN BARGAINING POWER? 


The borrower needs protection be- 
cause of the relatively strong position of 
the lender. The borrower is in trouble; 


he must obtain a loan. The lender is 
under no such compulsion: it is almost 
always a lender’s market. The borrower 
has little security to offer. He has no 
bonds, no stocks, no real estate, and 
none of the other assets which are re- 
quired by most banks. Nor has he, as a 
rule, any person acceptable to the banks 
whom he is able and willing to offer as a 
cosigner of his note. In effect, therefore, 
he is obliged to mortgage his means of 
livelihood or to give the lender a lien on 
his household goods or on other property 
which his family must have as a going 
concern. The borrower is at a further 
disadvantage because he, unlike the 
lender, knows little about the hardships 
which may result from the contract 
which, because of his dire need of the 
money, he is obliged to sign. In the 
absence of legislation in the interests of 
the borrower the law is all on the side of 
the lender. 

So the typical consumer who succeeds 
in obtaining a loan is pretty much at the 
mercy of the lender. If the borrower has 
been deceived or illegally oppressed, he 
cannot effectively assert his legal rights. 
He cannot afford to hire a lawyer. In 
any event, usually the amount of 
money at stake is less than the costs of 
litigation—less even than the wages 
which the debtor would lose in taking 
time off to go to court. Most men and 
women, moreover, fight shy of law 
courts. For all these reason the borrow- 
er, both before and after he has signed 
on the dotted line, is no match for the 
lender in bargaining power. 


IN MANY SIMILAR CASES THE LAW 
PROTECTS THE WEAK 


Wherever such conditions have de- 
veloped, laws have been passed, sooner 
or later, for the purpose of protecting 
the weak against the strong. The work- 
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